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CCORDING to our inter- 

pretation of the breadth 
indexes, a major bear mar- 
ket signal occurred at the 
close of business on Monday, 
August 21, 1967. Breadth is 
an area of market technical 
study which involves the 
total number of stocks dealt 
in on the New York Stock 
Exchange. There are four 
principal breadth indexes, 
all computed and derived 
from the same basic data 
carried in The Wall Street 
Journal: the basic index (a 
straight advance-decline 
line); the positive volume 
index (PVI); the negative 
volume index (NVI); and 
the composite breadth index 


(CBI). 
Advance-Decline Line 


Most market students are 
acquainted with the simple 
advance-decline line, which 
is a cumulation of the daily 
difference between the num- 
ber of advances and the 
number of declines. The 
cumulations always begin at 
a zero starting point at some 
time in the past. These 
differences are accumulated 
from day to day and continue 
indefinitely. When the accu- 
mulated sum of advances 
outnumbers the accumulated 
declines, the difference is 
considered positive. Con- 
versely, when the accumu- 
lated sum of declines exceeds 
the advances, the difference 
is negative. 

The student is not long in 
seeing that the cumulative 
sum line conforms generally 
to the direction and profile 
of most stock market aver- 
ages, and that therefore an 
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A-D line has no particular 
value except in or around 
tops and bottoms or other 
important turning points of 
the market, when divergent 
profiles often imply bullish- 
ness or bearishness. 

When the difference be- 
tween advances and declines 
is large, the market is con- 
sidered to have good 
breadth. But when the differ- 
ence is small, breadth is also 
small. On those rare days 
when advances and declines 
are exactly even, breadth is 
non-existent. 

In 1936, I began accumul- 
ating an advance-decline line 
in two separate series. The 
first of these—and the one 
from which I felt a great deal 
of information might be de- 
rived—was an advance-de- 
cline line computed only for 
days when the volume ex- 
ceeded that of the day 
before. It was felt that this 
method of accumulating an 
A-D line would show the 
effect of increasing volume 
on the direction of the cur- 
rent trend. 


Most Valuable 


At that time, I considered 
the cumulation of the plurali- 
ties on the negative volume 
days not particularly useful. 
(Henceforth we will call all 
days when the volume is less 
than it was the day before 
negative volume days, and 
all those when the volume 
is greater than it was the day 
before positive volume days.) 
It appeared at first that the 
series representing these 
negative volume days mean- 
dered around meaninglessly. 
However, this residual series 
has subsequently proved to 
be the most valuable of all 
the breadth indexes. 

The theory held by most 
market observers that prices 
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follow increasing volume is 
well borne out by the statis- 
tics that we have accumu- 
lated; moreover, the charts 
covering the various aspects 
of the breadth indexes show 
this conclusively. 

Our breadth theory rests 
on a concept of price move- 
ment as follows: if volume 
advances and prices move up 
or down in accordance, the 
move is assumed to be a 
“good?” movement—if it is 
sustained when the volume 
subides. Take as an exam- 
ple a movement which, in the 
course of a few successive 
positive volume days, pushes 
up prices 15 points. If prices 
stay up when the volume sub- 
sides for a number of days. 
we can say that such a move 
is “good.” However, if the 
market moves up over sev- 
eral successive positive vol- 
ume days and then prices 
lose most or all of the ground 
gained when volume falls 
off, we can say that the 
move lacked staying power. 

The same principle ap- 
plies to downturns. If a 
downturn takes place on sev- 
eral days of positive volume 
and prices fail to rally when 
volume subsides. the down- 
turn is “good,” in the sense 
that it has attracted no buy- 
ing of sufficient magnitude 
to rally prices. On the other 
hand, if a downturn takes 
place on positive volume. but 
prices regain most or all of 
their losses easily, we can 
say with very good author- 
ity that the downturn was 
“poor.” In this case, the 
market’s underlying tech- 
nical structure would still be 
strong, because prices re- 
gained on lower volume the 
ground that they had lost on 
volume. 

These are the essential 
facts of the theory of our 
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breadth indexes. We prefer 
to use the issues-traded data 
rather than the price data of 
any average because it is 
more all-encompassing. and 
more truly represents what’s 
happening in the entire mar- 
ket. 
Satisfying Accuracy 

The negative volume 
index is the breadth index 
to which we attribute the 
greatest value. We have 
come to this conclusion after 
studying the results of divid- 
ing the cumulative breadth 
figures into the two series 
described above. Its overall 
accuracy, including its mis- 
takes, should satisfy any 
prudent investor or specula- 
tor in stocks. 

The accompanying table 
shows the points at which the 
NVI indicated buy and sell 
signals. Beginning in 1546, 
this index has rendered 17 


significant signals. Of these 
13 proved to be right, three 
proved to be wrong, while 
the latest one must still be 
classified as unproven. 
With the assistance of the 
breadth indexes—but not 
solely because of them—we 
have called three other ma- 
jor turns in the market, two 
of which were correct and 
one wrong. These calls were 
not made as a result of def- 
initive signals of the breadth 
indexes, but by using a syn- 
drome (if we may borrow 
the term from the medical 
profession) of some other 
technical work in conjunction 
with the profile of the NVI. 
Such meaningful syndromes 
occasionally occur without 
the NVI specifically provid- 
ing the kind of profile signal 
we like to see. They enable 
us to make definite decisions 
Continued on Page 12 
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about the major trend of the 
market, regardless of wheth- 
er a clear profile signal from 
the NVI occurred or not. 


Experience Needed 


Over a period of several 
months, the negative volume 
index will inscribe a profile 
from which it is relatively 
easy to determine significant 
points. We identify these 
points by assigning to them 
the letters of the alphabet. 
The chart which illustrates 
the NVI shows these points, 
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and shows how penetrations 
of certain of them by sub- 
sequent movements of the 
index provide the signals. 
However, it should be cau- 
tioned that the NVI can be a 
dangerous tool in the hands 
of one inexperienced in its 
use. 

The diagram shows quite 
clearly that this index estab- 
lished a low at terminal O in 
October 1966. Successive ter- 
minals may be seen at P, Q, 

S and T. Since T, it is 
clear that the index has 


plunged more sharply than 
in any other decline which 
has taken place in recent 
years, and has penetrated all 
prior low points, including S. 
That penetration provided us 
with the bearish indication 
noted at the beginning of this 
article. 

The implication of these 
penetrations seems clear. To 
us, it means that the market 
has been saturated with 
stock; there were no more 
buyers. The advance from 
July 3, when the Dow Jones 


Industrial Average stood at 
859.69, took place mostly on 
positive volume and is now 
being retraced on subsiding 
volume. The present situa- 
tion provides a classic ex- 
ample of the way our theory 
works, but it cannot yet be 
assumed that we have in- 
fallible evidence that the 
present bearish indication 
will work out in actual prac- 
tice. Apparently many peo- 
ple are loath to part with 
their stocks in exchange for 
dollars of dubious value. Un- 
less selling on expanding vol- 
ume follows the selling which 
has taken place on subsiding 
volume, the decline may net 
be stemmed. 

An alternative to decline 
would be an extended trading 
range bounded on the top by 
the recent high of 930 and on 
the bottom by a low yet to 
be established, but probably 
somewhere around the 850 
level. 

Many of the swinging 
mutual funds have been 
caught with bulging port- 


folios of their favorite high- 
fliers, and, thus far, they 
have shown a disposition not 
to sell and therefore to sup- 
port the prices of these 
stocks. The present saturated 
market could not absorb the 
large offerings that the funds 
are in a position to make 
without a severe price dis- 
turbance. 

As things stand today, 
therefore, the negative vol- 
ume index, upon which we 
depend most for significant 
trend-change indications, has 
rendered an ominously bear- 
ish signal. It would be fatu- 
ous to try to say exactly 
what kind of a decline, either 
as to extent or duration, lies 
ahead. But only reasoning of 
the most specious sort could 
lead us to believe that with 
the foreign situation, the 
political situation, the social 
structure and the economic 
structure all in various de- 
grees of serious disarray, the 
stock market can“escape un- 
scathed. Perhaps that is 
what negative volume index 
is telling us today. 


The Scoreboard 


Signals Called: 


Bear Signal — May 1946 (correct) 
Bul ”  — Nov. 196( ” ) 
Bear ° — June 148( ” ) 
Bul ” — Juy 19499( ” ) 
Bear ” —Feb. 1953( ” ) 
Bull ” —Oct. 1953( ” ) 
Bear ” —Apr. 196( ” ) 
Bull ” —Nov. 1957( ” ) 


Bear Signal — Dec. 1958 (wrong) 


Bear ” — Sept. 1959 (correct) 
Bul ” —dJuly 1962( ” ) 
Bear ” — Feb. 1963 (wrong) 
Bear ” — Apr. 1964( ” ) 
Bull ” — July 1965 (correct) 
Bear ” — Mar. 1966( ” ) 
Bull ” —Oct. 1966( ” ) 


Called Without Signals: 


Bear Market — Dec. 1961 (correct) 
Bear “°” — May 19%5( ” ) 


Bear Market — Apr. 1967 (wrong) 


Signal Pending: 
Bear Signal — Aug. 1967 
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